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CABINET AFFAIRS STAFFING MEMORANDUM
Date: 10/7/85 Number: - ———————____ Due By:
‘Subject: . Economic Policv Council Miputes:
Septemb 5, b, 9, and 1]l meetings
I 4 ‘ :
Action Fyi Action FYie
ALL CABINET MEMBERS O [} CEA O M
. . CEQ O )
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State 0l Df ] a
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Defense 0 U/ 0 0
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Chief of Staff 0 o - -
Education (] O ] O
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' REMARKS: _
| Attached for your information are’ the minutes of the
‘ following Economic Policy Council meétings:
| September 5
( Septemn
September 9
RETURN TO: September 11
| E@fred H. Kingon ] Don Clarey
‘ : Cabinet Secretary O Rick Davis
, 456-2823 [ Ed Stucky
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MINUTES |
ECONOMIC POLICY COUNCIL

September 5, 1985
2:00 p.m,
Roosevelt Room

Attendees: Messrs., Baker, Block, Baldrige, Brock, Yeutter,
Sprinkel, McFarlane, Wright, Darman, Burnley, Kingon,
Ogelsby, McAllister, Armacost, Draper, Driggs,
Khedouri, Low, McPherson, Mulford, Robinson, Smart,
Smith, and Stucky, and Ms, Constable.

1, Tied Aid Credits

Secretary Baker explained that the Treasury Department's proposal
to establish a "war chest" of tied aid grants is a response to
the French refusal at the OECD meetings to joining an agreement

‘ limiting the use of tied aid grants by raising the minimum grant
: element to 40 percent. He stated that the "war chest" appears to
be the only way to gain French agreement to restricting tied aid
grants.

Mr. Mulford stated that both the French and Japanese are relying
increasingly on tied aid grants to promote exports and penetrate
markets. The number of tied-aid credits with low grant elements
has doubled since 1982 and the OECD predicts the amount of such
offers will increase to $6 billion in 1985. He suggested that if
negotiations to limit tied aid credits with the French are
successful, the Japanese will follow. The tied aid fund would be
targeted against the French between now and their elections in
March. There is some urgency to taking action because many of
our allies in support of raising the minimum grant level are
losing enthusiasm because of our failure to gain an agreement.

RPN

Mr. Mulford explained that the proposal was crafted to be of
limited duration; avoid becoming an entitlement; and would be
carefully managed by the Treasury Department. While Congress
acts on our proposal for a tied aid fund, the Export-Import Bank
would begin aggressively to offer tied aid credits to overmatch
French offers.

Mr. Wright raised several questions regarding the war chest,
including the possibilities that the French might not agree to
negotiate but instead increase their tied aid commitments and
' that the program might be expanded by the Congress far beyond the
' Administration's expectations. He expressed concern that
Congress might finance such a fund by reducing funding for
foreign military sales or the emergency stabilization fund. He
also questioned the value of the $300 million war chest, stating
! that the $2 billion export enhancement program has not had much
f effect.
!
'
[
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Minutes

Economic Policy Council
September 5, 1985

Page two

The Council examined the possibility that .the Export-Import.Bank
might manage the tied-aid grant program. Mr. Draper explained
that the Export-Import Bank currently matches, but does not beat
foreign tied aid credit proposals, on a selective basis. He
noted that the Export-Import Bank cannot offer grants. It must
offer loans with a reasonable chance of repayment, although the
terms of the loans can be made very similar on a present value
basis to a grant. Mr. Draper stated that the Export-Import Bank
is highly leveraged now, and needs a capital infusion of about
$5 billion.

A number of Council members expressed support for the tied aid
credit proposal as a means of encouraging the French seriously to
negotiate to raise the minimum grant element of a tied aid
credit. Past efforts to negotiate reductions in tied aid grants
have been ineffective because we have not had any leverage.

The Council discussed a number of questions regarding the tied
aid credit fund proposal, including whether the Japanese should
also be targeted, whether we should announce that the French are
being targeted, and the possibility of targetlng tied aid credit
assistance to developing countries, not middle income countries.
The sentiment was that the fund should be targeted against the
French but that it might be counterproductive to announce thate

The Council also discussed how long the fund would remain in
existence. Secretary Baker explained that the fund was intended
to prompt the French to negotiate, and was not designed to serve
as an export subsidy program. The program would be terminated
when the French agree to raising 51gn1f1cantly the minimum grant
element of the export credit sub51d1es.

-

Decision

The Economic Policy Council agreed to recommend to the President
that he seek Congressional authorization and appropriations to
establish a tied aid fund of $300 million, to be directed by the
Treasury Departmentwith the advice of the National Advisory
Council on International Monetary and Financial Policies. All
members of the Council supported establishing the fund, except
OMB,
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THE WHITE HOUSE e}

WASHINGTON 18 3410 E

CABINET AFFAIRS STAFFING MEMORANDUM

Date: 9/5/85 Number: 316980CA Due By:

Subject: Economic Policy Council Meeting - September 5, 1985

2:00 P.M, - Roosevelt Room

a
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REMARKS:

Attacbed is an additional paper for the Economic Policy
Council meeting scheduled for today at 2:00 p.m.

RETURN TO:
O AlfredH.Kingon ] Don Clarey
. Cabinet Secretary - O Rick Davis
| 456-2823 [] €d Stucky

{Ground Floor, West Wing)
‘ Associate Director
+ira nf Cahinet Affairs

! (]
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THE WHITE HOUSE

WASHINGTON

September 5, 1985

MEMORANDUM FOR THE ECONOMIC POLICY COUNCIL
FROM: EUGENE J. McALLISTER

SUBJECT: Additional Paper for the September 5 Meeting

At yesterday's meeting, the Council asked that an outline
of a potential commission on international trade policy be
prepared for the Council's consideration at the September 5
meeting. A small working group has developed an outline,
reviewing possible membership, charter, and timing of such a
commission. A paper describing a potential commission is
attached.
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THE WHITE HOUSE
WASHINGTON

September 5, 1985

MEMORANDUM FOR THE ECONOMIC POLICY COUNCIL

SUBJECT: Possible Commission on Trade Policy

At yesterday's meeting, the Council asked that a working
group outline how a bi-partisan Commission on International Trade
Policy might be constituted. The Working Group has developed the
following suggestions on the membership, charter, and timing of
the Commission,

The Commission's primary purpose is to defuse the
protectionist impulse in Congress and slow down protectionist
legislation. A secondary purpose is to promote the
Administration's legislative agenda in seeking an extension of
our authority to engage in multilateral talks.

1. Membership

The best model for such a Commission is the Mational
Commission on Social Security Reform, in which 5 members
were appointed by the President, 5 by the Majority Leader of
the Senate, and 5 by the Speaker of the House.

It might be desirable to expand the membership of the Trade
Policy Commission because it is not trying to develop
specific legislation, as the National Commission on Social
Security Reform was. It might also be desirable to require
that some of the Speaker and Majority Leader appointments
not be members of Congress.

2. Charter: The Commission might be directed to:

a. Identify the underlying causes of the trade deficit,
By first looking at the causes of the trade deficit,
the Commission would be establishing the context in
which all its recommendations would be evaluated.

b. Identify barriers to U.S. exports of goods and
services, and propose recommendations to eliminate such
barriers, legislatively or administratively. The areas
to be investigated by the Commission would include, for
example, the following:

- Agriculture

- Government Procurement
- Intellectual Property
- Services

- High technology

- Investment

Sar;itized Copy Approved for Release 2010/11/10 : CIA-RDP87MO00539R002303830006-4
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C. Identify and analyze the problems of our import
sensitive industries, and the policy trade-offs
involved in helping them. The report should propose
recommendations on whether relief and assistance should
be provided such industries, to what degree, and under
what circumstances.

3. Product: A report to the President with specific
recommendations for legislative and/or executive action.

: 4. Timing: The Commission would be asked to complete its work
by March or June 1986,

' Ultimately the viability and success of the Commission will
‘ depend on our ability to convince key members of Congress that it
, is a good faith effort to develop a bi-partisan approach to the
trade problem, and the ability of the chairman to keep the
Commission operating within its charter.
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THE WHITE HOUSE AT ACHMENTS
WASHINGTON

Executive Registry

CABINET AFFAIRS STAFFING MEMORANDUE-B_B_ 2/

4

Date: 9/3/85 Number: _ 3169g0ca . DueBy:

———
Subject: Economic Policy Council’Meeting - September 5..198% -

2:00 P.M. - Roosevelt Room

‘ Action FYl Ach}/ FYl
7 ALL CABINET MEMBERS ad (] CECES ‘ g S )
Vice President E/ O OSTP 0O 0
; State B/ ] 0 0O
. Treasury E/ [ a 0o
‘ Defense R O E/ 0 0O
' Justice T A O d -3
' Interior 0 d
Agricuiture B/ [0
Commerce g// a McFarlane O EK
tabor T a Svahn O =gl
' ::g — 8 8 Chew (For WH Staffing) E/ 0O
Transportation ﬂ/ [ Eicks S %/
Energy O O O O
Chief of Staff g~ O O 0
Education EI/ ’_? 0 0O
I,mﬁ—\, ( "\
(EA ' a v = =
" UN - B___Jj/ .....................................................................................
' USTR \E/ 0 Executive Secretary for:
......................................................... DPC _ 0] M
" GSA 0 0 £PC [B/ a
EPA a O O {
NASA a a 0 O
OPM a a a 0
VA 0 | O O
SBA a a ] O
REMARKS:

There will be a meeting of the Econ

omic Policy Council on
Thursday, September 5, at 2:00 P.M.

in the Roosevelt Room,

The agenda and background papers are attached.

RETURN TO:
] Alfred H. Kingon [ Don Clarey
f Cabinet Secretary ] Rick Davis
‘ 456-2823 ] Ed Stucky

' (Ground Floor, West Wing)
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THE WHITE HOUSE
WASHINGTON

September 3, 1985

MEMORANDUM FOR THE ECONOMIC POLICY COUNCIL
FROM: EUGENE J. McALLISTERM

SUBJECT: Agenda and Papers for the September 5 Meeting

The agenda and papers. for the September 5 meeting of the
Economic Policy Council are attached. The meeting is scheduled
for 2:00 p.m. in the Roosevelt Room.

' The first agenda item is a proposal to establish a $300

; million "war chest” for tied aid credits, to be used as negoti-
ating leverage to eliminate foreign predatory tied aid credits.
A paper prepared by the Treasury, outlining the proposed war

' chest, is attached.

| The second agenda item is a plan for a multi-pronged negoti-

ation strategy. At the May 16 Economic Policy Council meeting,

the President approved a three-pronged trade negotiation strategy:

1 multilateral, plurilateral, and bilateral. The Working Group on

X General Trade Negotiation Strategy has outlined an operational

. "road map" for implementing this strategy. A paper describing
this road map is attached.

Confidential Attachments

B

4
|
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THE WHITE HOUSE

WASHINGTON

ECONOMIC POLICY COUNCIL
September 5, 1985

Roosevelt Room

AGENDA
1. Tied Aid Credits

2. Trade Negotiation Strategy

'
}
t
I
+
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. _ CONFIDENTIAL

War Chest for Tied Aid (Mixed) Credits

Summary of Recommendation

The United States needs a credible threat to bring France
to the negotiating table on improving discipline on tied aid
(mixed) credits. As an interim step, immediately following EPC
approval, Eximbank will begin aggressively offering tied aid
credits to capture traditional Prench markets, drawing down its
capital and reserves. To minimize these losses, the Administra-
tion will seek legislation as quickly as possible to establish a
"war chest® of appropriated monies to increase our negotiating
leverage to eliminate predatory tied aid credits. The war chest
should be structured as an offensive trade weapon to be used
between now and the French elections in March, but we should
avoid creating a tied aid credit entitlement program for U.S.
exporters. This initiative would show that the Administration
is concerned and prepared to take an aggressive stance. By
encouraging a war chest, however, we will be trlggerlng poten-
tial budgetary costs of $300 million, which will require a sup-
plemental appropriation.

Rationale for a War Chest

-- A war chest would be an important, aggressive trade policy
initiative by the Administration to counter congressional
perceptions that the Administration "has no trade pollcy.
Strong congressional support is expected.

-- U.S. competitors, notably France, are increasing the use of
tied aid credits to promote exports and penetrate markets.
The number of tied aid credit offers with low grant elements
has doubled since 1982, and the QECD predicts the amount of
such offers will increase to $6 billion in 1985,

-- 1In spite of the OECD Ministerial mandate to increase disci-
Pline over tied aid credits, it is becoming increasingly
evident that the European Communlty will not be prepared to
accept a significant increase in the minimum permissible
grant element. Even the resolve of our "allies"™ (UK, FRG,
Canada) is weakening.

-- Selective matching under existing Eximbank and USAID pro-
grams does not present a credible threat to the French. In
the past, both agencies have been reluctant to authorize
tied aid credits because costs are borne either by USAID's
budget or by Eximbank's capital and reserves.

ENTIRE TEXT CLASSIFIED gy, Trade Finance

Classified John D. lange ir

CONFIDENTIAL Dect on _August 29, 1986
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As an interim measure, Eximbank is now prepared to aggres-
sively target French markets, drawing down its own capital
and reserves until legislation appropriating monies for a
tied aid credits war chest is passed.

Since Congress is expected to introduce its own version of a
war chest this fall, an Administration war chest proposal
would shape the outcome and preempt efforts to establish a
tied aid credit entitlement program.

Potential Risks of a War Chest

An Administration proposal for a war chest could contribute
to the protectionist momentum in Congress, perhaps becoming
the "Christmas tree" for other protectionist trade legisla-
tion.

A credible war chest will require appropriations of $300

- million (without fiscal year limitation) and may be per-

ceived as undermining Federal budgetary discipline.

Congress may be tempted to decrease funds available for
bilateral and multilateral (i.e., MDB) development assis-
tance programs in favor of a war chest for tied aid credits.

We will be temporarily expanding the tied aid credit war in
international trade.

U.5. exporters will likely lobby to transform any war chest
proposal into an entitlement program for big business, even
if we are successful in getting tighter discipline.

Effective, but Controllable War Chest

Maximization of negotiating leverage requires:

(a) a _credible threat. A $300 million war chest in appro-
priated monies (without fiscal year limitation), used as

rants in combination with Eximbank or private sector loans,
could

support up te $1.0 billicen in tied aid credit authori-
zations.

(b) targeting. The war chest should target France. There
is no need to tell France it is being targeted as our intent
will soon become apparent. The war chest should not be used
to match precisely tied aid credits from all countries;
precise matching leaves the trade advantage with the
initiating country.

(c}) an offensive war chest: The United States should use a
war chest (1) to initiate tied aid credits in sectors and

CONFIDENTIAL
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markets of particular importance to France, (ii) in a
matching situation, to overmatch (i.e., outbid, rather than
match precisely) offers by other governments in order to
cause them to match us, thus increasing their cost of tied
aid credits. __

Avoidance of an open-ended entitlement program requires:
(a) Clearly defined purpose. The purpose of a war chest

should be explicitly tied to negotiations for increased
digcipline, and not to the protection of U.S. exporters.

(b) Treasury control. Treasury (as lead agency in the nego-
tiations) should control the use of the war chest, with the
advice of the agencies in the National Advisory Council on
International Monetary and Financial Policies.

(c) Sunset provision. The program should end on a specified
date (September 30, 1987) unless expressly renewed.

(d8) Limitations on matching. The war chest should never be
used for exact matching. Exact matching may support U.S.
exporters, but is not sufficiently painful to our competi-
tors to advance negotiating objectives,

The budgetary impact could be limited by:

(a) Funding the war chest through a direct appropriation to
the Department of the Treasury, rather than to Eximbank or
USAID. This approach would avoid undermining the primary
functions of these organizations, i.e., to promote exports
and to promote development respectively.

(b) Using a grant structure. The war chest would be struc-
tured as grants {to be blended with normal Eximbank financ-
ing) rather than an interest rate buy-down program, in order
to minimize the long-term impact on the budget. On a net
present value basis, an interest-rate buy-down and a grant
are exactly the same. Since appropriations are dcne on a
nominal basis, however, a grant now will always cost con- )
siderably less than buying down the interest rate throughout
the maturity of the loan.

(c) Citing projected savings in Eximbank's net outlays.
Recent budgetary savings caused by a decrease in Eximbank's
net outlays are sufficient to cover a war chest from a
budgetary perspective and thus limit the risk of depleting
other development assistance programs. The drop in demand
for Eximbank's reqgular export financing has decreased
Eximbank's net outlays by about $1.0 billion since 1984.

CONFIDENTIAL
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The FY 86 budget, which authorizes direct lending up to $1.2
billion (with a reserve of $600 million), has further
reduced net outlays by an additional $1.7 billion during the

next three years.

-~ To increase negotiating leverage until a war chest is

enacted, the following interim tied aid credit

policy should

be implemented:

(a) Announcement of the Administration's War Chest Proposal

as part of this autumn's legislative initiatives.

(b) Aggressive Eximbank tied aid credits against France.

Until the war chest is enacted, Eximbank should aggres-—
' sively target tied aid credits against the French, either
| by overmatching French offers, or initiating such credits.
In the interim, these credits could be funded from the

Bank's capital and reserves. Our immediate objective is to

t ensure that France will have difficulty winning even one
( competitive deal between now and their March elections..

{(c} Until the war chest is enacted, selective use of USAID

' concessional financing in conjunction with Eximbank financ-~

| ing targeted against France,

Attachment

Classified by
Office

John D. Lange, Jr.

Trade Finance

Deel on

August 29, 19886

CONFIDENTIAL
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MEMORANDUM FOR THE ECONOMIC POLICY COUNCIL
FROM: - WORKING GROUP ON GENERAL TRADE NEGOTIATION STRATEGY

SUBJECT: Action Plan for Multi-pronged Trade Policy Strategy

At the May 16 EPC meeting, the President approved a trade policy

Strategy consisting of three basic elements: (1) the launching

of a new round of multilateral trade negotiations -- as the

highest priority, (2) the organization of plurilateral negotia-

tions in certain sectors if full GATT participation cannot be

obtained, and (3) the pursuit of bilateral/regional negotiating
. opportunities. The EPC requested that a Working Group be estab-
lished to further elaborate that strategy.

This memorandum, which was Prepared by that Working Group, provides
a sort of operational “road nap“ of the actions which should be
taken to implement this strategy -- both in terms of international
initiatives and internal preparations.

The basic relationship between the three elements of the multji-
pronged strategy is as follows:

The strengthening of the multilateral trading systen, through the
initiation of a new round of multilateral trade negotiations, is
our highest priority. Plurilateral negotiations should be
subordinated to broader, multilateral approaches but we should be
prepared to explore them where the GATT, or a significant part of
the GATT membership, is unwilling to deal effectively with issues
of major significance to the United States. oOur bilateral
b negotiating efforts should both parallel and stimulate our
: multilateral initiatives -- by improving U.S. access to foreign
markets, by Providing for a greater degree of multilateral trade
negotiations than is possible in multilateral negotiations, and
by spurring currently reluctant countrijes to greater support for
multilateral liberalization.

Multilateral Neaotiati

We should seek to meet the following timetable for the opening
of the new trade round: (1) convening of a special session of
the Contracting Parties in September 1985 to begin formal GATT
discussions of the content, structure, and timing of the new
rounq; (2) a commitment by GATT members at the regular November

establishment of a formal pPreparatory group and general agreement
on a "critical mass® of agenda items; and (3) completion of the
work of the GATT Preparatory Group by late Spring with the
opening of negotiations in mid-1986,

1
4
L]
3
]
I
t
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0 At this point, the most serious obstacle to meeting this
timetable is the obstructionist tactics of a qroup of
developing countries led by India and Brazil. Along with
our Quad partners, we have launched a diplomatic offensive
to ensure that we have. the necessary votes to convene a
September meeting of the GATT Contracting Parties. USTR

i i i n « The Seoul

meeting of the Trade Ministers, which can be held when
needed, and the scheduled 1986 meeting of the Quad will also
provide key opportunities for advancing this plan.

O An enormous amount of preparation will be required to
conduct new round negotiations effectively. USTR will be

| i i i . These

pPapers should clearly define U.S. objectives in each ares
and outline a strategy for their achievement. This strategy
should include a plan for the coordination of bilateral and
. plurilateral efforts and a consideration of the leverage
available to the United States ~- including the use of
U.S. trade laws and other actions to advance our objectives.
These papers should be completed by the end of the year.

© As part of the above exercise, a U.S. position on the
structure and agenda of the new negotiation will also be
developed. 1In particular, we need to consider whether to
PIOpPOSe a new process of "rolling negotiation," which would
allow the introduction of new subjects at a later stage in

Bgnnd_disguﬁﬁigng_:-Agnd. in_any case. prior to the November
GATT meeting.

© A major effort must be made to develop domestic support
for a new round. Key elements of this effort are a new
Statement of overall U.Ss. trade policy (currently being
reviewed by the EPC); development of an Administration
response to initial private sector comments on the new round
(now being pPrepared by USTR); and close consultation with
the private sector and Congress in the development of the
detailed new round position papers. an important factor in
building domestic {and international) support for a new
round will be the Administration's success in articulating
Mmacro economic policies conducive to the promotion of free

Sanitized Copy Approved for Release 2010/11/10 : CIA-RDP87M00539R002303830006-4



I . _
éénitized Copy Approved for Release 2010/11/10 : CIA-RDP87M0O0539R002303830006-4

4

0 We ekpect to receive a proposal from the Canadian Govern-
ment on the negotiation of a free trade arrangement (FTA)
this fall, pPossibly as early as mid-September._ i

If it is agreed to move ahead with FTA negotiations, the House
Ways and Means and Senate Finance Committees must be notified
' under Section 102 of the Trade Act of 1974. If they do not
. disapprove such negotiations within 60 days, the Administra-

tion may proceed. Thus, negotiations could begin by the end
of the year.

' © In February 1983, then-USTR Brock proposed that ASEAN ang
, the United States explore the phased elimination of alil
' barriers to trade between them. It is possible that the
< ASEAN countries may present us with a proposal for moving
ahead in this area; they appear to be thinking of an *um-

brella®” agreement covering such. areas as services, with

Parallel (and reciprocal) tariff agreements negotiated

‘ Separately with each of the six ASEAN countries. We will

‘ need to examine their proposal and decide how to proceed.

k © At this point, the Adrministration need not make a decision
on other possibilities for FTA-type arrangements. However,
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O Because Mexico is not a GATT member and there ig no formal
mechanism governing our commercial relations with that
country, we are seeking to negotiate a framework of Principles
and procedures for trade and investment. Congressional and
Private sector consultations will begin in the near future;

: we should seek to conclude the negotiation by early 1987,

trade round will, therefore, be difficult. The U.S. should,
1 however, seek to eéngage the EC in a more constructive
dialogue aimed at reducing impediments to, or distortions
of, our bilateral trade (for example, in the
telecommunications sector).
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Rraft USG Statement on FTA's

While our highest priority remains the improvement of the world
trading system through a new round of multilateral trade negoti-
ations, the United States remains interested in the possibility
of achieving further liberalization of trade and investment
through the negotiation of bilateral free trade arrangements

. such as the one recently concluded with Israel. We believe
that, under certain circumstances, such agreements could complement
our multilateral efforts and facilitate a higher degree of liberali-
zation, mutually beneficial to both parties, than would be possible
within the multilateral context.

The United States will give careful consideration to any serious

proposal to enter into the negotiation of such agreements.

The paramount factor in evaluating such proposals will be their
' economic value to the United States; we will not pursue any
agreement which is not clearly in our economic and commercial
interest. Deliberations on these proposals will also be guided
by the need to respect our GATT obligations. Finally, the prospects
for significant progress in a new round of multilateral trade
| negotiations will also influence our deliberations on such bilateral
initiatives, :

In the case of Canada, the Administration has examined the Criteria

* set forth above and believes that further exploratory talks
are warranted. Both governments have announced their intention
to pursue such talks.. (Note: Assumes statement would be released
after an announcement is made on Canada.) Other possibilities
will be considered on a case-by-case basis.

The Administration will consult closely with Congress and with
representatives of the private sector before making any decision
with respect to prospective bilateral free trade agreements
and it will notify Congress of its intentions in accordance
with Section 102 of the Trade Act of 1974.
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